BANK OF KEYSTONE
105 INLAND SEAS CT
PO BOX 210
KEYSTONE NE 69144
(308) 726-2171

October 22, 2012

Jennifer J. Johnson, Searetary Office of the Comptroller of the Quirency
Board of Governors of the Federal Reserve Systtem 250 E S hesst, SW

20th Street and Consttitution Avenue, N.W. Washington, D.C  Mail Stop 2-3

20551 Washington, DC 20219

Robert E. Faldiman

Executive Sermetary

Attention: Comments/iLegal ESS
Federal Deposit Insurance Carporation,
550 17th Street, N.W.

Washington, D.C. 20429

Re: Basel lll Capital Proposals
Ladies and Gamttlemen:

Thank you for the opportunity to provide comment on the Basel il proposals1 that were recently issued for public comment by
the Federal Reserve Board, the Office of the Comptroller of the Currency, and the Federal Deposit Insurance Corporation. This
one-size-fits-all propaosal jeopardiizes the viability of the community bank model.

I am CED of & $55 million community bank iin southwest Niebraska. We Ihave four llocations located iin rural, agyarian
communities. Our loan portfolio is predominantly agricultural in makeup consisting primarily of irrigated as well as non-
irrigated row crop farmers and cow-calf producers of the Nebraska Samdhills. This family-owned bank was chartered in 1909
and has served its communitiies well for going on its 104" year.

This most recent proposal in the way capital ratios are calculated as well as changing the standards for what is defined as ‘well
capitalized’ is another threat to a bank such as ours. Specifically, the portions related to changes regarding investments held as
Available-for-Sale (AFS) and risk weighting of 1-4 family residential real estate loans will have a significant negative impact on
the bank’s capital raties. Our investment portfolio is primarily utilized as a source of ready liquidity and pledging to public funds
accounts such as our local school districts, county governments and municipalities that trust their deposits with our imstitution.
Yield and a source of earnings are secondary. Regearding 1-4 family residential real estate loans, our bank has significantly and
purpesefully stepped baek from this type of lending as a result of the massive ehanges in the regulatery (complianee)
envirenment. That being said, we will eecasionally accommedate an applieant in erder to assist 8 heme sale iR the eomMmunities
we sefve. When we de these leans, they are typically on a three- or five-year balleen while being amertized ever a longer
peried of time to fit the applicant(s) inceme. The balleen terms allow us to keep the lean in-Reuse while mitigating interest
Fate Fisk:

Our bank has been successful in building capital over the years through retained earnings, which is the model many community
banks follow. Raising capital does not happen overnight. Our earnings, and subsequent building of capital, are under assault by
a proposal such as this. Increased regulatory and compliance burden already pulls on our earnings in the way of adidiitional

training and personnel costs. This propasal would have the same impact but also, and more importantly, threatens the history
and future of this bank being ‘well capitalized.’

Thank you for the opportunity to comment.

Siincerely,

Korey B. Sciow, CEO

! The proposals @re titled: Regulatory Capital Rules: Regulatory Capital, Traplemenitatian: of Basel T, Miniimam Regullatany Capitel Ratios,
Capitall Adeguary;, and Transition Provisions), Regulatery Capital Rules: Standardized! Appreoacth fr Risk-weigliteel! Assets, Marketr Discipline
and Discliesae Requitemenis;; and Regulfaiany Capitall Rulles: Advenced! Approactiess Risk-liased! Capitall Rules; Manketr Risk Capitall Rule.

ARTHUR BRANCH ELSIE BRANCH HYANNIS BRANCH
302 FIR ST 107 PERKINS AVE 113 S MAIN ST
PO BOX 116 PO BOX 95 PO BOX 198
ARTHUR NE 69121 ELSIE NE 69134 HYANNIS NE 69350

(308) 764-2406 (308) 228-2223 (308) 458-2801



